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Abstract: The purpose of this study was to analyse the effect of local government 
revenue (LGR), balance funds, capital expenditure, and fiscal stress partially on the 
financial performance of local governments in the districts / cities of North Sumatra 
Province. The population of this study is the regency / city of North Sumatra 
Province as many as 33 districts / cities with the observation year 2010 to 2017. 
Samples using saturated samples where the population as the sample. Data is 
processed using panel data regression statistical test methods. The results of this 
study prove that local government revenue (LGR), balance funds, and fiscal stress 
partially affect the financial performance of local governments in the districts / 
cities of North Sumatra Province. While capital expenditure does not affect the 
financial performance of regional governments in the districts / cities of North 
Sumatra Province. 
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1. INTRODUCTION 
The implementation of regional autonomy has become the government's 
effort to create good governance as a prerequisite by promoting accountability and 
transparency. The scope of the budget becomes relevant and important in the local 
government environment because it is related to the impact of the budget on the 
financial performance of local governments, in relation to the function of the 
government in providing services to the public. 
Local government revenue (LGR) is income originating from the results of regional 
taxes, the results of regional levies, separated regional wealth results and other 
legitimate local revenue, which aims to provide flexibility to the region in exploring 
optimal revenue sources in the implementation of regional autonomy as a 
manifestation fiscal decentralization. The government's financial performance will 
be reflected in the amount of LGR obtained and how the financial allocation of 
local governments to finance the activities of local governments in the welfare of 
their communities. The following is an illustration of LGR in districts / cities of 
North Sumatra Province. 
 
Data source: www.djpk.depkeu.go.id 
Figure 1. LGR of North Sumatra Province / Regency 2010-2017 
 
Based on figure 1. shows that the regional government was able to increase 
LGR in 2010, 2011 and in 2017. However, it experienced a decline in LGR 
revenues from 2012 to 2016. Halim (2001) stated that the problems faced by the 
regions were generally related to the excavation of local tax and retribution sources 
which one component of the LGR still has not contributed significantly to overall 
regional revenue. Therefore the role of the regional government in increasing LGR 
must be optimal so as to increase the regional economy, especially in the districts / 
cities of North Sumatra Province. Julitawati, et al (2012) in the results of his 
research showed that local government revenue (LGR) and Balancing Funds 
simultaneously and partially influenced the financial performance of district / city 
governments in Aceh Province. 
Balancing funds are funds originating from State Budget revenues allocated to 
autonomous regions to fund regional needs in the context of implementing 
decentralization. The greater the balance of funds received from the central 
government, the greater the dependence of the regional government on the central 
government, which will cause the financial performance of local governments to 
decline, whereas the smaller the dependence of regional governments on balancing 
funds will improve the financial performance of local governments. Balancing 
funds can be classified into Revenue Sharing Funds (RSF), General Allocation 
Funds (GAF) and Special Allocation Funds (SAF). The receipt of a balance fund in 
the district / city of North Sumatra Province is illustrated below. 
 
Data source: www.djpk.depkeu.go.id 
Figure 2. Regency / City Balancing Fund of North Sumatra Province 2010-2017 
2010 2011 2012 2013 2014 2015 2016 2017
Local Government Revenue
Budget
3.34 4.97 6.73 8.3 8.44 9.38 12.24 9.92
Local Government Revenue
Realization
3.8 5.51 6.44 6.75 7.88 8.75 9.14 10.73
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2010 2011 2012 2013 2014 2015 2016 2017
Balance Fund Budget 14.83 16.82 19.67 22.61 24.17 25.66 36.37 37.54
Balance Fund Realization 15.15 16.74 19.82 22.28 23.96 24.94 34.39 35.96
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Based on figure 2. the budget for balancing funds shows an increase from year to 
year, and the realization of balancing funds received by regions is lower than the 
budget set. This means that the government has been able to reduce the contribution 
of balance funds compared to the budget, but has not been able to reduce the 
realization of balancing funds during the years 2010-2017. 
In addition to assessing the financial performance of local governments through 
LGR and balancing funds, capital expenditure can also be a measure that cannot be 
ignored. Capital expenditures are expenditures used to increase regional wealth and 
provide long-term benefits. One of the activities in capital expenditure that is able 
to produce financial resources so as to improve the financial performance of local 
governments, namely the construction of infrastructure in the form of public 
facilities. The amount of capital expenditure allocation in the districts / cities of 
North Sumatra Province is described below 
 
Data source: www.djpk.depkeu.go.id 
Figure 3. Regency / City Capital Expenditures of North Sumatra Province 2010-
2017 
From figure 3. It can be concluded while that capital expenditure as an expenditure 
used to increase regional wealth can be increased by regional governments in 2010 
by 5% and 2017 by 29%. Whereas in 2011 to 2016 the realization of capital 
expenditure has decreased which indicates a decline in financial performance of 
regional governments in an effort to increase regional wealth. 
The availability of potential regional resources and regional readiness is an 
important factor for success in the era of autonomy. Regional autonomy requires 
regions to increase Local Government Revenue (LGR) and are expected to be able 
to release or reduce dependence on the central government. So that it can be 
concluded that regions that cannot manage regional potential effectively and 
efficiently will experience the impact of the financial crisis due to insufficient 
income or income in meeting expenditure needs. Regions that do not have readiness 
in the era of autonomy can experience the pressure of fiscal stress. 
Fiscal stress is a budgetary pressure that occurs due to limited regional revenues 
which can have a considerable affect on regional revenues. Where fiscal stress 
becomes increasingly high due to the demand for increased regional independence 
to finance various regional expenditures or expenditures. The following is an 
overview of the realization of regional expenditures in the districts / cities of North 
Sumatra Province. 
2010 2011 2012 2013 2014 2015 2016 2017
Capital Expenditure Budget 3.85 5.87 6.67 8.78 9.05 8.78 10.75 10.6
Capital Expenditure
Realization
3.9 5.65 6.5 7.72 8.07 8.75 9.79 10.89
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Data source: www.djpk.depkeu.go.id 
Figure 4. Regional Expenditures and LGR of Regency / City of North Sumatra 
Province 2010-2017 
Refer to figure 4. the realization of regional expenditure in the district / city of North 
Sumatra Province shows an increase in regional expenditure each year which shows 
the existence of a fiscal stress phenomenon where to finance existing expenditures, 
regional governments still have to rely on balancing funds originating from the 
central government, causing the local government's financial performance to 
decline. 
 
2. LITERATURE REVIEW 
2.1. Stewardship Theory 
Stewardship theory describes a situation where management is not 
motivated by individual goals but rather is aimed at their primary outcome goals 
for the benefit of the organization (Donaldson and Davis, 1991). In the public 
sector, the government as a steward with the function of managing resources and 
the people as principal as the owner of resources. Public sector organizations have 
the aim of providing services to the public and can be accounted to the public 
(public). The government will make maximum efforts in running the government 
to achieve the government's goals, namely people's welfare. If the government's 
objectives are achieved, the people as owners will be satisfied with the 
government's performance. The implications of the stewardship theory for this 
study can explain the existence of regional government as a trustworthy institution 
to carry out regional financial performance in accordance with the public interest 
so that public welfare can be maximally achieved. 
2.2. Signalling Theory 
According to Richard D. Morris (1987), signal theory was developed to deal 
with the problem of information asymmetry in companies by increasing the 
information signal from parties who have more information to stakeholders who 
lack information. In the public sector, signalling theory is a theory that explains the 
reasons why the government has an incentive to signal to the public. The 
government gives a signal to the community because of the information asymmetry 
between the government and the community. The government provides a signal to 
the public in the form of quality and reliable financial information and disclosures 
with more detailed explanations. This was done so that the community provided 
support to the government to run the government properly. The implications of the 
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Realization
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signalling theory for this research, to explain the local government as the party 
given the mandate to signal to the community through the implementation of 
maximum regional financial performance and oriented to the public interest. 
2.3. Local Government Financial Performance 
Financial performance is a measure of performance that uses financial 
indicators. Basically, financial performance analysis is carried out to assess past 
performance by carrying out various analyzes to obtain financial positions that 
represent the reality of the entity and the potential performance that will continue 
(Nugroho and Rohman, 2012). In assessing the financial performance of the local 
government, financial ratio analysis is used in the realization of Local Government 
Budget management, in which this study uses the independence ratio (fiscal 
autonomy). Regional financial independence shows the ability of local 
governments to finance their own government activities, development, and service 
to the community (Halim, 2002). 
2.4. Local Government Revenue (LGR) 
In Law 28/2009 it is stated that regional original income is a regional 
financial source that is extracted from the region concerned, which consists of the 
results of regional taxes, the results of regional levies, the results of separated 
regional wealth management and other legitimate local revenue. Sihite (2010) 
shows that Local Government Revenue (LGR) has a positive effect on financial 
performance. This shows that by increasing LGR a region describes the ability or 
level of welfare of the community in paying taxes and other levies. Increasing LGR 
will increase the independence of a region so that it does not depend on the central 
government. On the other hand Amrozi (2016) shows that Local Government 
Revenue (LGR) has a negative and not significant effect on the growth of financial 
performance (efficiency of budget expenditure). This proves that the efficiency of 
an expenditure is not appropriate or not proportional to the realization of income 
received because the costs incurred to realize the revenue target are greater than the 
realization of income received. 
2.5. Balance Fund 
According to Law No. 33 of 2004 Balance Funds are funds originating from 
Local Government Budget revenues allocated to regions to fund regional needs in 
the context of implementing decentralization. Badjra, et al (2017) states that 
balancing funds have a positive and significant effect on the regional financial 
performance of all districts / cities in the province of Bali. Unlike the research of 
Andirfa, et al (2016) which shows that balancing funds have a negative effect on 
regional financial performance in line with Julitawati, et al (2012). If the realization 
of regional expenditure is higher than regional income, a deficit will occur. 
Therefore, to cover regional expenditure shortages, the central government 
transfers funds in the form of balancing funds to local governments. The greater the 
transfer of balance funds received from the central government will show the 
stronger the regional government depends on the central government to meet the 
needs of the region. So that it will make the financial performance of regional 
governments decline. 
2.6. Capital Expenditures 
According to Halim and Kusufi (2013: 107) Capital expenditure is a budget 
expenditure for the acquisition of fixed assets and other assets that provide benefits 
for more than one period. Ajani, et al (2015) Capital expenditure has a significant 
positive effect on regional financial performance in regional governments in Nusa 
Tenggara Barat Province. This indicates that large and optimal capital expenditure 
such as capital expenditure that can support public facilities and infrastructure will 
improve regional financial performance. Unlike Antari and Sedana (2018) which 
stated that capital expenditure had a significant negative effect on the financial 
performance of the Regency / City Government of Bali Province in 2011-2015. The 
difference in the results of this study means that capital expenditure activities 
carried out by the Regency / City Government of Bali Province have not been fully 
able to contribute to the increase in regional income, causing low financial 
performance of local governments in the Regency / City of Bali Province. 
2.7. Fiscal Stress 
Muryawan and Sukarsa (2014) Fiscal Stress is the pressure that occurs due 
to the limited acceptance of budget revenues to local governments to finance the 
implementation of development and increase regional independence. Various 
regions have experienced higher fiscal stress compared to the era before autonomy. 
The regional government is required to optimize every potential and fiscal capacity 
in order to reduce the level of dependence on the central government. When fiscal 
stress is high, the government tends to explore the potential for tax revenues to 
increase regional income (Shamsub and Akoto, 2004). Therefore, high tax effort 
can be identified with fiscal stress conditions. 
2.8. Conceptual Framework 
The design of the research framework from theory and the explanation 
presented earlier can be seen in the following figure. 
 
 
 
    
 
 
 
 
 
 
 
 
 
 
 
 
Hypothesis 
Based on the theoretical and research framework, the research hypothesis is: 
Local Government 
Revenue (LGR) 
(X1) 
Capital 
Expenditure 
 (X3) 
Balance Fund 
 (X2) 
 
Financial 
Performance Of 
Local 
Governments (Y) 
Fiscal Stress 
(X4) 
H1:  Local Government Revenue (LGR) has a positive effect on the financial 
performance of local governments. 
H2: Funds have a negative effect on the financial performance of local 
governments. 
H3:   Capital expenditure has a positive effect on the financial performance of local 
governments. 
H4:  Fiscal Stress has a positive effect on the financial performance of local 
governments. 
 
3. METHOD 
This research is a study of causal relationships, namely research conducted 
to obtain facts from existing phenomena and seek factual information about the 
relationship and influence of a variable on other variables. This study uses 
secondary data covering the district / city of North Sumatra province for eight years. 
The data used in this study was obtained through the website of the Directorate 
General of Central and Regional Financial Balancing 
(http://www.djpk.depkeu.go.id) and the site http://www.bps.sumut.go.id. The 
sample in this study was all districts / cities in the province of North Sumatra, which 
consisted of 33 districts / cities for the year 2010 as of 2017. Sampling using 
saturated samples in which all populations were sampled amounted to 264 samples. 
3.1. Data Analysis Techniques 
The data analysis technique used in this study uses panel data regression 
with Eviews 7 because in this study there are characteristics of cross section data 
and time series simultaneously. There are several stages of analysis in data analysis 
techniques, namely descriptive statistics consisting of minimum, maximum, 
average, and standard deviation. Classic assumption test consisting of normality 
test, multicollinearity, autocorrelation, and heteroscedasticity. The Chow test or 
likelihood ratio test is a test to choose between the common effect model and the 
right fixed effect model and the Hausman test is used to determine the estimated 
model used between the fixed effect model or the random effect model. 
3.2. Hypothesis Testing 
In testing the hypothesis, the coefficient of determination analysis will be 
carried out, testing for simultaneous influence (F test), and testing for partial effect 
(t test). 
 
4. RESULT AND DISCUSSION 
4.1. Result 
Descriptive Statistics Analysis 
Descriptive statistical analysis is used to find out the description of a data 
seen from the maximum value, minimum value, average value (mean), and standard 
deviation value. The following are descriptive statistics based on local government 
financial performance variables, local revenue, balance funds, capital expenditure, 
and fiscal stress. 
Table 1 Descriptive Statistics Analysis 
Variab
le 
Financial 
Performance  
Local  
Government  
Revenue (LGR) 
Balance Funds Capital  
Expenditure 
Fisca
l  
Of Local 
Governments 
Stres
s 
Min 0.011   1,057,429,832   61,664,021,038   16,833,467,955 16.76 
Max 1.383 
    
1,739,756,922,634 
   
2,122,769,416,793 
     
997,475,991,902 
332.7
6 
Mean 0.111 
        
99,140,662,160.18 
      
644,461,495,187.31 
    
200,837,273,545.6
3 
107.6
4 
Std. 
Deviati
on 
0.165   236,984,825,945 
      
352,166,913,076 
     
138,747,457,915 
  
42.12 
Based on the table above it can be concluded that: 
1. The lowest local government financial performance was in 2011 and 2012 in 
West Nias Regency, and the highest in 2013 in Asahan Regency. The standard 
deviation indicates that there is a gap due to differences in resources or 
potential in the district / city of North Sumatra Province. 
2. The lowest LGR is in 2010 in West Nias Regency, and the highest in 2017 in 
the city of Medan. The standard deviation indicates a gap caused by differences 
in the management of economic resources and the level of public participation 
in the payment of regional taxes and retributions. 
3. The lowest Balance Fund was in 2011 in Gunung Sitoli City, and the highest 
in 2017 in Medan City. The standard deviation indicates a gap caused by the 
difference in fiscal gap (fiscal gap) or imbalance of fiscal capacity and fiscal 
needs of each region. 
4. The lowest capital expenditure was in 2010 in Gunung Sitoli City, and the 
highest in 2017 in Medan City. Standard deviations indicate a gap caused by 
differences in regional development such as infrastructure development and the 
addition of regional assets or regional investment. 
5. The lowest Fiscal Stress was in 2014 in South Nias District, and the highest in 
2011 in North Nias Regency. The standard deviation indicates a gap caused by 
differences in management of regional expenditure in the context of 
development in the district / city of North Sumatra Province. 
 
Classic assumption test 
In this study, the residual normality test using the Jarque-Bera test (J-B), the 
probability value of the J-B statistic is 0.433741. Because the probability value p, 
which is 0.433741 is greater than the level of significance, which is 0.05. This 
means that the assumption of normality is fulfilled. The results of multicollinearity 
testing, it can be concluded that there are no symptoms of multicollinearity between 
independent variables. This is because the correlation value between independent 
variables is not more than 0.9. Based on the Autocorrelation Test with the Durbin-
Watson Test, the value of the Durbin-Watson statistic is 1.780525. Because the 
Durbin-Watson statistical value lies between 1 and 3, which is 1 <1.780525 <3, the 
assumption of non-autocorrelation is fulfilled. In other words, there are no 
symptoms of high residual autocorrelation. Heteroscedasticity test was carried out 
by Breusch-Pagan test. Based on the Heteroscedasticity Test, it is known that the 
Prob Obs * R-Squared value is 0.1229> 0.05, which means there is no 
heteroscedasticity. 
Determination of the Estimation Model 
Based on the results of the Chow test using Eviews 7, the probability value is 
0.0015 which value is <0.05 so it can be concluded that rejecting H0, namely the 
fixed effect method is more appropriate than the common effect model. While the 
Hausman test using Eviews 7, it is known that the probability value is 0.0136 whose 
value is <0.05 so it can be concluded that the fixed effect model is more appropriate 
than the random effect model. Based on the test with the Chow test and Hausman 
test, it is decided that the best used estimated model is the fixed effect model. 
 
 
 
Hypothesis testing 
Based on the fixed effect model test, the coefficient of determination 
(Adjusted R-squared) is R2 = 0.339. This value can be interpreted as local revenue, 
balancing funds, capital expenditure, and fiscal stress simultaneously or jointly 
affecting the financial performance of local governments by 33.9%, the remaining 
66.1% is influenced by other factors. While the value of the Prob. (F-statistics), 
which is 0.000000 <0.05, it can be concluded that all independent variables, namely 
local revenue, balance funds, capital expenditure, and fiscal stress simultaneously, 
have a significant effect on the variable financial performance of local 
governments. For multiple linear regression equations and the significance test of 
the partial effect (t test), can be seen in the following table. 
Table 2 Panel Data Regression Analysis 
Variable Coefficient Std. Error t-Statistic Prob.   
LGR 
0.236194 0.091692 2.575962 0.0106 
Balancing Fund 0.305881 0.150383 2.034019 0.0431 
Capital Expenditures 0.138591 0.126756 1.093364 0.2754 
Fiscal Stress 0.385439 0.143835 2.679724 0.0079 
C -5.375698 0.952512 -5.643704 0.0000 
 
Based on Table 2, the regression results can be panel which can then be 
arranged as a regression equation as follows: 
Yit = -5.375698 + 0.236194LGRit + 0.305881BFit + 0.138591CEit + 
0.385439FSit 
 
From table 2 it can be stated that: 
1. Constant value of -5.375698 means that if Local Government Revenue (LGR), 
balance funds, capital expenditure and fiscal stress are considered constant, 
then the value of the financial performance of the local government is -
5.375698. 
2. The regression coefficient of the Local Government Revenue (LGR) is 
0.236194, which is positive. This means that Local Government Revenue 
(LGR) has a positive effect on the financial performance of local governments 
in the Regency / City of North Sumatra Province. It is known that the Prob 
value is 0.0106, which is <0.05 level of significance, then the Local 
Government Revenue (LGR) has a significant effect on the financial 
performance of the local government. 
3. The regression coefficient of the balance fund variable is 0.305881, which is 
positive. This means that balance funds have a positive effect on the financial 
performance of local governments in the Regency / City of North Sumatra 
Province. It is known that the Prob value is 0.0431, which is <0.05 significance 
level, then the balance fund has a significant effect on the financial 
performance of the local government. 
4. The regression coefficient of the capital expenditure variable is 0.138591, 
which is positive. This means that capital expenditure has a positive effect on 
the financial performance of local governments in the District / City of North 
Sumatra. It is known that the Prob value is 0.2754, that is> 0.05 significance 
level, then capital expenditure has no significant effect on the financial 
performance of the local government. This shows that in this study capital 
expenditure does not affect the financial performance of local governments, 
meaning that capital expenditures have not contributed to an increase in local 
revenue that can illustrate the level of regional independence. 
5. The regression coefficient value of the fiscal stress variable is 0.385439, which 
is positive. This means that fiscal stress has a positive effect on the financial 
performance of local governments in the Regency / City of North Sumatra 
Province. It is known that the Prob value is 0.0079, which is <0.05 significance 
level, then fiscal stress has a significant effect on the financial performance of 
the local government. 
 
4.2. Discussion 
The Effect of Local Government Revenue (LGR) on Local Government 
Financial Performance 
Local Government Revenue (LGR) is income received by regional 
governments based on applicable regulations, which come from every person or 
entity that uses services or facilities provided by the regional government. LGR 
sources consist of regional taxes, regional retributions, regional wealth 
management results, and other legitimate regional income. The test results in this 
study indicate that Local Government Revenue (LGR) has a positive and significant 
effect on the financial performance of local governments. Every increase in LGR 
will be followed by an increase in the financial performance of regional 
governments. This shows that the first hypothesis in this study was accepted. 
The results of this study are in accordance with the signalling theory, where 
the implications of the signalling theory in this study are to provide a positive signal 
to the community through increasing LGR so that the government remains 
supported by the community. This research proves the success of regional 
governments in increasing local revenue through regional taxes and levies. LGR is 
used by regional governments for regional expenditures that show regional 
independence in the development and realization of regional autonomy. This shows 
that the financial performance of local governments is increasing. This research was 
supported by Sihite's (2010) study which found that Local Government Revenue 
(LGR) had a positive effect on the financial performance of local governments in 
the districts / cities of North Sumatra in 2004-2008. In line with Leki, et al (2018) 
conducted research in West Halmahera district in 2008-2017 which proved that 
LGR had a positive effect on the financial performance of regional governments. 
The Effect of Balance Funds on Local Government Financial Performance 
Balance funds are funds obtained by regional governments from the central 
government and are the highest revenue compared to other regional revenues in 
regional development efforts. Balancing funds consist of profit sharing funds, 
general allocation funds and special allocation funds. The test results prove that 
balancing funds have a positive and significant effect on the financial performance 
of local governments. Each increase in the balance fund obtained from the central 
government will cause an increase in the financial performance of the local 
government. This shows that the second hypothesis in this study was rejected. 
The results of this study are in accordance with the theory of stewardship, namely 
that local governments prioritize shared interests rather than individual interests. 
Local governments are trying to build the economy with the help of balance funds. 
This study shows an increase in balance funds followed by an increase in Local 
Government Revenue (LGR) originating from regional taxes, levies and other local 
revenue. The increasing acceptance of balanced funds that are well managed for 
development has led to an increase in the financial performance of local 
governments. This research is supported by Badjra, et al (2017) which shows that 
balancing funds have a positive and significant effect on regional financial 
performance in Bali Province. The regency / city government of Bali Province in 
general is still dependent on central government transfers in improving financial 
performance because they have not been able to manage LGR properly. This 
indicates the higher the transfer of balance funds, the higher the financial 
performance of local governments. Ayu (2018) which proves balance funds affect 
the financial performance of local governments. 
The Effect of Capital Expenditures on Local Government Financial 
Performance 
Capital expenditure is government expenditure that is used as an investment 
to increase regional revenues. The results of the study prove that capital expenditure 
does not affect the financial performance of local governments. This shows that the 
third hypothesis in this study was rejected. 
The results of this study are in accordance with the signalling theory where local 
governments are trying to give a good signal through capital expenditure. The 
realization of capital expenditures carried out by the regional government is 
intended so that the people can continue to support the current government so that 
the government can run well. In this study the capital expenditure allocated by the 
government has not been able to attract public motivation to contribute to 
development. In addition, the realization of capital expenditure which tends to be 
slow in the construction of infrastructure and public facilities in various regions has 
caused capital expenditure to have a significant impact in increasing regional 
revenues. This is what causes capital expenditure does not affect the financial 
performance of local governments. The results of this study are in accordance with 
Leki et al. (2018) which proves that capital expenditure has a positive and not 
significant effect on the financial performance of local governments in West 
Halmahera Regency. The allocation of capital expenditure is still very lacking in 
financing development because LGR generated by local governments is relatively 
very low in the period 2008-2017. In line with Kurniawati (2017) who stated that 
capital expenditure did not affect financial performance in West Nusa Tenggara 
Province in 2011-2015. 
The Effect of Fiscal Stress on Local Government Financial Performance 
Fiscal stress is financial pressure caused by high regional spending. The 
results of this study indicate that fiscal stress has a positive and significant effect 
on the financial performance of local governments. The higher the fiscal stress, the 
financial performance of the local government increases. This shows that the 
hypothesis in this study is accepted. The results of this study are in accordance with 
the theory of stewardship where the local government is the steward and the 
community as principal. In running the government, the regional government will 
make maximum efforts to improve people's welfare. In this study, the high regional 
expenditure in the capital expenditure category led to the emergence of fiscal stress 
conditions. This condition motivates local governments to explore regional 
potential both local taxes and regional retribution therefore Local Government 
Revenue (LGR) increases. This indicates that the fiscal condition of stress can 
improve the financial performance of local governments. This research is in line 
with Sihite (2010) which shows fiscal stress has a positive effect on regional 
financial performance. The size of fiscal stress depends on the size of tax revenue. 
The greater the acceptance, the greater fiscal stress. Purnaninthesa (2006) which 
shows that fiscal stress has a significant effect on the financial performance of 
district / city governments in Central Java Province. 
 
5. CONCLUSION AND SUGGESTION 
5.1. Conclusion 
Based on the results of research and hypothesis testing that has been done, 
some conclusions can be taken as follows: 
1. Local Government Revenue (LGR) has a positive and significant effect on 
the Financial Performance of Local Governments in the Regency / City of 
North Sumatra Province. 
2. Balance Funds have a positive and significant effect on the Financial 
Performance of Local Governments in the Regency / City of North Sumatra 
Province. 
3. Capital Expenditures do not affect the Financial Performance of Local 
Governments in the Regency / City of North Sumatra Province. 
4. Fiscal Stress has a positive and significant effect on the Financial 
Performance of Local Governments in the Regency / City of North Sumatra 
Province. 
 
5.2. Suggestion 
The suggestions that can be given on the basis of these conclusions are as 
follows: 
1. The regency / city regional government of North Sumatra in order to continue 
to increase Local Government Revenue (LGR) through optimizing the 
potential of natural resources, human resources and capital resources. 
2. The district / city regional government of North Sumatra in order to maximize 
the use of balance funds obtained from the central government for regional 
development. 
3. The provincial / district government of North Sumatra maximizes capital 
expenditure for the construction of infrastructure and public facilities with the 
aim of public welfare. 
4. The regency / city regional government of North Sumatra in order to increase 
regional revenues and make regional expenditure efficiency so that it can 
reduce fiscal stress conditions. 
5. To strengthen and support the results of this study, it is necessary to re-
examine the consistency of this research with subsequent research by adding 
variables such as fiscal decentralization, regional financing, economic growth 
and local government financial performance ratio indicators, using the ratio 
of effectiveness and efficiency, activity ratio, ratio service coverage, and 
growth ratio. 
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